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SEC FILE NUMBER |
8- 44786

- ecuntles Exchange Act of 1934 and Rule 17a-5 Thereunder
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: . o ‘ MM/DD/YY MM/DD/YY
A. REGISTRANT IDEN’_I‘IFICATION ‘
NAME OF BROKER-DEALER: ' OFFICIA_L USE ONLY
= Investment Professionals, Inc. b
ADDRESS OF PRINCIPAL PLACE OF BUSINESS (Do not use P.O. Box No ) FIRM L.D. NO.
16414 San Pedro Avenue, Suite 1‘50 ) |
' ) : . {No. and Street) )
San Antonio’ ‘ - Texas 78232
(City) - o (Statc) ‘ . (Zip Codc)

NAME AND TELEPHONE NUTVIBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT

Scott A. Barnes : ~ (210) 308- 8800

(Area Code — T¢lephone Number)

B. ACCOUNTANT. IDENT]FICATION

INDEPENDENT PUBLIC ACCOUNTANT whose opmlon is contained in thls ‘Report*

R D. Harrlson, CPA

" (Namc - if individual, state last, first, middle name)

P. 0. Box 65076 San Antonio ' Texas

78265-5076

_ (Address) : . (City)

CHECK ONE:

2 Ccrtzf ed Public Accountant
O -Pubhc Accountant

O Accountant not resident in United Statts‘br any of its possessions.

FOR OFFICIAL USE ONLY

(Zip Code)

. _ F;%ennal persontr;s who ar:e to respond to the coltection %f
‘ information contained in this form are not required to respon
SEC 1410 (06-02)  ynless the form dasplays a currently valid Ore% control number.

_ *Claims for exemption from the requifement that the annual ‘i‘eportr‘be covered by the opinion of an independent publicya'ccoumant
* must be supported by a statement of facts and circumstances relied on as the basis for the exemption. See Section 240.17a-5(e)(2)



_OATH OR AFFIRMATION

B Scott A. Barnes - . __, swear (or affrm) that, to the best of
‘lmy knowledge and belief the accompanying financial statement and supportmg schedules pertammg to the firm of
_Investment Professionals, Inc. . ' ., 85
of December 31, - L .20 _04 , are true and correct. [ further swear (or aﬁ‘lrm) that

N neither the company nor any partner, propnetor prmmpal ofﬁcer or dlrector has any proprletary interest in any account
. classified solely as that of a customer, except as follows o

- s - S’ : ; o= Q&}
Notary Publ , _ "///,/ o095

\\
’!imllmnmm\\\‘
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his report ** contains (check all appl:cable boxes)
(a) Facing Page. :
(b) Statement of Financial Condition.
(c) Statement of Income (Loss).
.(d) Statement of Changes in Fmanc:al Condition.
(e) -Statement of Changes in Steckholders’ Equity or Partners’ or Sole Propnetors Capital.
(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
(g) Computation of Net Capital.’ :
(h) Computation for Determination of Reserve Reqmrements Pursuant to Rule 15¢3-3.
(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3..
() A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computatlon for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.
(k) A Reconciliation between the audlted and unaudxted Statements of F mancxal Condmon with respect to methods of
consolidation. ‘ ‘ ‘ :
(1) An Oath or Affirmation. -
(m) A copy of the SIPC Supplemental Report
(n) A report descrnbmg any material madequacnes found to exist or found ta have existed since the date of the previous audit.

O ammseeagsa

- HOR

**For condmons of conf dential treatment of certain portzons of this fi Img, see section 240.17a-5(e)(3).
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R.D. Harrison, CPA.

C'eﬁt/ﬁed Pub/lc Accountant: '

~“Member American Institute of Certified Public Accountants

| REPORT OF INDEPENDENT AUDITOR .

~Board of Directors - -
Investment Professionals, Inc. - o
San Antonio, Texas
-1 have audlted the accompanying statement of ﬁnanc1a1 condition of Investment -
~ Professionals, Inc. as of December 31, 2004 and 2003, and the related statements of
- income, changes in stockholders’ equlty, changes in habllmes subordinated to the claims
of general creditors and cash flows for the years then ended. These financial statements
* are the responsibility of the Company’s management. My respons1b1hty is to express an
oplmon on these financial statements based on my audit. o

1 conducted my audit in accordance w1th auditing standards generally accepted in the
United States of America.” Those standards require that I plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes exaniining, on a test basis, evidence supportmg the
amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estlmates made by management, as well as
" evaluating the overall financial statement presentatlon I'believe that my audit prov1des a
‘ reasonable basis for my 0p1n10n ' ,

- In my opiriion ‘the ﬁnancial statements referred .to above present fairly, in all material
respects, the financial position of Investment Professionals, Inc. as of December 31, 2004

and 2003, and the results of its operatlons and cash flows for the years then ended, in

conformity with accountmg pr1nc1ples generally accepted in the United States of
Amenca .

/&W

R.D. Hamson CPA

February 18, 2005

P.O. Box 88076 - San Antonio, Texas 7B265-5075 - 7{21 D} 545-3075 - FAX [210] 485-8061 -




INVESTMENT PROFESSIONALS, INC.
' Statement of Financial Condition -
December 31 2004 and 2003

$ 7,286,137

See notes to financial statements.

ASSETS - o
Cashand cashequivalents  ~ ~ .~~~ " § 2211,146. '$ 3,115,687
“Accounts receivable L - 1,011,915, - 778,964,
_ Prepaid expenses and deposits - 589,565. - 276,042.
Investment securities T : . - 2,883,008. - 2,274,479.
Furmture and equipment, net of accumulated ; :
deprec1atlon 0f $639,220 in 2004 and $504 419 S .
in 2003 , R , _~590.503.  234.369.
Total assets - - ' R - § 7286137 § _ 6,679.541.
LIABILITIES AND STOCKHOLDERS’ EQUITY
Llablhtles S o
: Accounts payable and accrued expenses : $ . 1,082,187. $ 880,501 .
Short positions : . 17,600. 66,750.
~ Deferred income tax : L ~342.,798. 229.048.
Total Liabilities , 1 442 585. . 1,176,299.
. Liabilities subordinated to claims of o , E
‘general creditors . . S -
~ Stockholders’® equity:- R ‘ '
Common stock, $0.10 par value -
- Authorized 100,000 shares; issued °
and outstanding 12,000 shares (mcludmg o o A
shares held in treasury) - ‘ o - 1,200. 1,200.
Paid-in capital e 307,212 307,212.
Retained earmngs ‘ -~ 5,770,736. 5,002,081..
~Unrealized gain on investment secuntles 441,676. - 367,257,
- Treasury stock (960 shares in 2004 and 360 ‘ R o
 shares in 2003. ) S (677,272) (174.508)
Total stockholders equlty 5.843.552. 5.503.242.
Total liabilities and stockholders’ equrty $ 6,679,541,




s ‘ . . -

INV ESTMENT PROFESSIONALS INC.

Statement of Income

Years Ended December 31, 2004 and 2003

Coimmission Income

Clearing Charges and Commissioh Expense . -

. Net Commission Income

General and Adm'mistrafion Expenses .

Taxable Income N

- Income Taxes -

- Current .
Deferred

Net Iﬁeome ‘

2004

003

See notes to financial statements.

3

3 20766497, S 16532427
13152868, 10482736,

| ‘7,613',629.' 6,049,691,
6.399.645. 4795297,
1203984, 1254394,

i 57L927.,. 442,386
73.402. 10433,
445.329. 452.819.

5 768,655 $ _ 80LSTS,




_ INVESTMENT PROFESSIONALS, INC. -
- Statement of Changes in Stockholders” Equity
- Years Ended December 31,2004 and 2003

 Unrealized

AR - -+ Gainon
Common = Paid-in Retained  Investment  Treasury .
Stock - Capital =~ . Earnings ‘Securities =~ Stock © Total

Balance January 1,2003 - - $  1,200. § 234,514 $ 4,200,506. $  64,202. $ (28,845) . $4,471,577.

Rep'urchase'of stock S o o ' o
@80shares) . - o oo (262,001) (262,001
Sale of stock (240 shares) o+ 72,698, . 116338, 189,036. -
Comprghensive Income: « : . ‘ S : L
Net Income - R 801,575. - . - . - 801,575.
- Unrealized gain on | ’ o . S o : ’
investment securities R - < - 303,055. ° = 303,055.
Comprehensive =~ o B . 1,104,630.
_Income - - SR ' L . . .

Balance December 31,2003~ 1,200~ 307,212.  5002,081. . 367257. (174508) 5,503,242

, Repurchase of stock . | . Y | ‘
(600 shares) , - - , - o= (502,764) . (502,764)

i ~C0mpreheﬁsive Income: A S , . -
Net Income o - - - 768,655. -~ - 768,655.
Unrealized gain on- | L R o ' o
investment securities - - - 144190 - 74419
Comp;ehenéiVe o o R ‘ S 843,074.
Income - ‘ O ~ B _ ;o

Balance December 31,2004 $ 1,200, $ 307212, $5770736. § 441,676 ‘$(671272) $5843,552

See notes to financial statements.

- - - : i



" INVESTMENT PROFESSIONALS, INC.
Statement of Changes in Liabilities Subordinated
- to the,‘Claim‘s' of General Creditors
Years Ended December 31, 2004 and 2003

\Sﬁbordiﬁated liabilities; January 1,2003. - R S;___-
 Subordinated libilities, December 31,2003 @ 8 . -
Subordinated liabilities, December 31,2004 . - I

 See notes to financial statements.

5 .




-

Statement of Cash Flows

‘ Years Ended December 31, 2004 and 2003

OPERATIN G ACTIVITIES
Net income’

© Adjustments to reconc1le net 1ncome to, net

cash used by operating activities -
Depreciation
Deferred income tax
(Increase) Decrease in accounts recelvables ’

(Increase) Decrease in.prepaid expenses and dep0s1ts ‘

Increase in payables

NET CASH PROVIDED BY OPERATING ACTIVITIES

INVESTING ACTIVITIES

Sale/(Purchase) of i mvestment securities - net -
- Purchase of furniture and equlpment

NET CASH PROVIDED (USED) BY INVESTING ,
ACTIVITIES ;

© FINANCING ACTIVITIES:

Repurchase of stock
Sale of stock '

NET CASH USED BY FINANCING ACTIV ITIES

INCREASE N CASH AND CASH EQUIVALENTS
" Cash and cash eqmvalents at begmnmg of year -

'CASH AND CASH EQUIVALENTS AT END OF YEAR “
- Interest cost paid i in cash

' FederaI income taxes paid in cash. -

- See notes to financial statements.-

IN VESTMENT PROFES SIONALS, INC

2004 2003

$ 768,655. $ 801,575.

134801, 98987,

. 73,402 10,433, -
(232,951) - 86,634

(313,523) 107,274,

201686, ___153.431.

632,070 1,258,334,

(542,912)  407,899.
(490.935) _ (101.150)

©(1,033,847) 306,749,

(502.764) - (262,001)

189,036. .

(502.764) __(72.965)

L (904,541) 1,492,118,

3115687, 1623569,

$2211.146. $3.115.687.
8 1716 8 310,

562,000, §_383.000.




fNVESTMENT PROFESSIONALS', INC.
~ Notes to Financial Statements.
- December 31,2004 and 2003

NOTE A - NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES

Nature of Business: Investment Professionals; Inc. is a Texas corporation formed in
1992, for the purpose of conducting” business as a broker/dealer- in securities. The
Company serves primarily individual and institutional customers in Texas, Oklahoma,
Louisiana, Arkansas, Kansas, Georgla MISSOUII Iowa Illinois, Pennsylvania and
Tennessee.

| The Company opetate_s under the‘p'ro,vis.ions of Paragraph (k)(2)(ii) of Rule 15¢3-3 of the

Securities and Exchange Commission' and, accordingly, is exempt from the remaining
provisions of that Rule. Essentially, the requirements of Paragraph (k)(2)(ii) provide that
the Company clear all transactions on behalf of customers on a fully disclosed basis with
a clearing broker/dealer, and promptly transmit all customer funds and securities to the
clearing broker/dealer. The clearing broker/dealer carries all of the accounts of the -

‘customers and maintains and preserves all related books and records as. are customarily
'kept by a clearmg broker/dealer :

" The followmg isa summary ‘of the Contpany’s significant accounting bolicies:

Securities Transactions and Trade Date Basis Securities Purchases: Proprietary securities

. transactions, commission revenue and related expenses are recorded on a trade date basis.

Liabilities for trade date basis purchases of securities represent obligations to the
Company’s clearing broker for transactions executed but not yet settled relating to
securities purchased by the Company ‘and held for resale (securities owned). Securities
owned and securities sold, but not yet purchased are valued at market with the resulting
net unrealized gams and losses included in earmngs of the current penod

Use of Estlmates: The preparation of ﬁnanclal statements requires management to make

~ estimates and assumptions that affect certain- reported amounts and disclosures.
v Accordmgly, actual results could differ from these estlmates '

Cash Equlvalents For purposes of the statement of cash ﬂows the Company has defined
cash equivalents as short-term, highly liquid debt instruments purchased with a maturity -
of three months or less, other than securities held for sale in the ordinary course of
business. The Company invests its excess cash in money market funds.

Investment Securities: Investment . securities are classified as “available for sale” and
carried in the financial statements at falr value. Realized gains and losses, determined
using the specific identification method, are included in earnings; unrealized galns and
losses are reported in other comprehenswe income. :

Furmture and Equmment Furniture and equxpment is 'stated at cost or fair market value
at the date of contribution, net of accumulated deprec1at10n Depre01at10n is computed by

the stra:lght line method over five years.



INVESTMENT PROFESSIONALS INC
" Notes to Financial Statements
_ December3 1, 2004 and 2003

NOTE A - NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES

contrnued

Income Taxes Deferred taxes are provxded on the l1ab1hty method whereby deferred tax
assets are recognized for deductible temporary differences and deferred tax liabilities are
recognized for taxable temporary differences. Temporary differences are the differences .
between the reported amounts of assets and liabilities and their tax bases. Deferred tax -

assets and liabilities are adjusted for the effects of changes in tax laws and rates on the
. date of enactment. :

NOTE B- NET CAPITAL REQUIREMENTS

The Company is subject to the Secuntles and Exchange Commlss1on umform net capital
rule (Rule 15¢3-1), which requires the maintenance of a minimum amount of net capital

and requires that.the ratio of aggregate mdebtedness to net capital, both as defined, shall

~not exceed 15 to 1. Rule 15¢3-1 also provides that equity capital may not be withdrawn -

or cash dividends paid if the resulting net capital ratio would exceed 10 to 1. At
December 31, 2004 the Company had net- capital and net capital requirements of
$3,907,121 and $250, 000, respecuvely The Company’s net capital ratio was 0.3646 to 1.

At December 31, 2003, the Company had net capital and net capital requirements of

$3,997,861 and $250 000, respecnvely The Company s net capital ratio was 0.2775 to 1.

) 'NOTE C COMMITMENTS

The Company leases its ofﬁce space'under an operating lease agreement expiring

November 30, 2007. Rent expense for the years. ended December 31, 2004 and 2003 was
$235,747 and $180,806, respectwely, and is included in general and administrative

" expenses in the accompanying statement of income. At December 31, 2004, the

aggregate minimum rental commitments under this operatmg lease were as follows

2005 R $242801.
20060 - $242,801.
2007 $ 222.568.

NOTE D - OFF- BALANCE SHEET RISK AND CONCENTRATION OF. CREDIT
RISK

As discussed in Note A, the Company’s customers securities transactions are introduced

on a fully-disclosed basis with its clearing broker/dealer. The clearing broker/dealer

_carries all of the accounts of the customers .of the Company and is responsible for

execution, collection of and payment. of funds, and receipt and delivery of securities
relative to customer transactions. -Off-balance-sheet risk exists with respect to these

~ transactions due to the possibility that customers may be unable to fulfill their contractual

commitments wherein the clearing broker/dealer may charge any losses it incurs to the
Company The Company seeks to minimize th1$ nsk through procedures de51gned to

8




| . INVESTMENT PROFESSIONALS, INC.
W .- . Notes to Financial Statements
T “December 31, 2004 and 2003. .

NOTE D OFF- BALANCE SHEET RISK AND CONCENTRATION OF CREDIT‘ ,
RISK, contmued ‘

momtor the credit Worthmess of its. customers and that customer transactrons are executed
properly by the clearing broker/dealer. -

As discussed in Note A, the Company invests its excess. cash in money market funds with
its clearing broker/dealer At December 31, 2004, such investments were $1,916,963. -
These investments are insured by the Securities Investors Protection Corporation and by
private insurance obtained by the . clearing broker/dealer. Any amount not covered by
such insurance is at nsk due to this concentration of credrt risk. '

| 'NOTE E- INVESTMENT SECURITIES AND SHORT POSITIONS '

" Cost and. farr value of mvestment secuntles and short posmons that are classrﬁed as

“available for sale” at December 31 2004 and 2003, are as follows

v Gross .- Fair
| - Cost ~  Unrealized Gain Value
2004 B o o :
~ Equity securities $2,216,617. $ 666,391. §$2,883,008.
Short positions .~ __ (20415 - - 2.815. (17.600)
A ~$2196202. ©  $ 669.206. $2.865.408.
Equity securities $ 1,68'5;169. $ 589,310. $2,274,479.

"Shortposition’s | (31.879) (34.871) __ (66,750)
: o §1;g53229 -~ § 554439, $2207.729.

The change in net unrealized gam reduced by deferred federal income taxes on '
investment securities of $74,419 in 2004 and $159, 297 in 2003 has been reported in other

- comprehensive i income.

| NOIE F-FEDERAL INCOME TAXES

The deferred tax 11ab1l1ty of the Company at December 31, 2004 and 2003 consists of the

- followmg
2004 2003
' Deferred tax liabilities: T |
Unrealized gain . . -~ $ 227530 § 187,182
Excess depreciation  * S . 115,268.. ~41.866.
Netdeferred tax liability =~~~ $ 342798 § 200,048,




R D ']H[aumrl@(onm (C]P’A

Cer't/ﬁed Public Account:ant: : C o
: . Member American. Institute of Certified Public Accountants

REPORT OF IN DEPENDENT AUDITOR ON THE SUPPLEI\/IENTARY
INF ORMATION

R ’.“Board'of Directors | ‘ .
Investment Professionals, Inc.
San Antonio, Texas - ‘

- My audit was made for the purpose of fonmng an opinion on the basic- ﬁnancml' _
statements taken as a whole.. The supplementary information contained in
'Schedules 1 and 2 is presented for purposes- of additional analysis and is not a.
required part of the basic financial statements, but is supplementary mformatlon
required ' by Rule 17a-5-of the Securities and Exchange Commission. Such
information has been subjected to the. audltmg procedures applied in the audit of
the basic financial statements and, in my opinion, is fairly stated in all material. "
respects in relatlon to the basxc financ1a1 staternents taken as a whole

ﬁaw

" R. D Hamson CPA

. February 18, 2005

10,

P.0O. Box 850768 - San Antonio, Texas  78265-50768 - 210) 545-3075 - FAX 210} 485-;808’1 )




* INVESTMENT PROFESSIONALS, INC.
Computation of Aggregate Indebtedness

and Net Capital Under Rule 15¢3-1 — Schedule 1.
December 31, 2004 and 2003

2004 .- 2003

Aggregate indebtedness: SRR o : .
~ Trade payable and accrued expenses L o $:1.424585 § 1.109.549
Total aggregate mdebtedness . 12424=5§5 -$ 1,109,549
Minimum required net capital © . 0 §..250000 $ 250,000
»Netcapltal ‘_ R o o
Stockholders’ equ1ty T g 5843552 § 5503242
'\Deduc‘uons- . - ‘ A
' Accounts recelvable R o 282,832 594,887
* Prepaid expenses-and dep0s1ts g o -~ 589,565 © 276,042
‘Fumniture and equipment —net -~~~ . - 590,503 . 234,369
Haircuts on securities owned -~ = o E o ‘ o
' Equity/Securities - R - 432452 - - 341,166
Money Market Funds L _ __-41.079 58.917
Netcapital . 3907121 . 3,997,861
Minimum required net capital  © 250,000 ___ 250,000
. - Capital in eXceSs'cf minimum requiljement ' S 3,657,121 $ .3.747.861
~ Ratio'of aggregate indebtedness to net capital - ' __03646t01 _02775t01

1




INVESTMENT PROFESSIONALS INC

. Reconciliation of the Cornputatron of Aggregate Indebtedness

and Net Capital with that of the Registrant as
Filed in Part ITA of Form X-17A-5 — Schedule 2

‘December 31, 2004 and 2003

o Aggregate mdebtedness

Aggregate indebtedness as amended and reported
by registrant in Part IIA of Form X-17A-5 as
of December 3 1, 2004 and 2003

Aggregate indebtedness as compnted on Schedule‘l '

Net capxtal

Net capital as amended and reported by the
. registrant in Part IIA of Form X-17A-5 as -
. of December‘B 1, 2004 and 2003 o

Additional firm trading profits and commission income
" recorded, net of related expenses based upon trade

date basrs

Net capital as computed on _Schedule 1

12

'8 1;424;585,

$ 1,424.585

$ 3,877,121

$ 1,109,549
$ 1.109.549

$ 3,967,861

30.000

30,000 - -
'$.3.907,121 $ 3,997.861
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“R. D. Harrison, CPA.

Cer'r:/ﬁed Publ/c Accountant

Membear American Insticute of Certified Public Accountants

l REPORT OF ]NDEPENDENT AUDITOR ON THE INTERNAL CONTROL
o STRUCTURE ‘

| Board of Directors
. Investment Professronals Inc :
San Antomo Texas :

. In planning and performing my audit of the  financial statements of Investment
Professionals, Inc. for the year ended December 31, 2004, T considered-its internal control
structure, including procedures for safeguarding securities, in' order to determine my
auditing procedures for the purpose of expressing my opinion on the ﬁnanc1a1 statements

and not to. provrde assurance on the 1nterna1 control structure o

- Also, as requlred by Rule 17a-5(g)(1) and (2) of the Securities and Exchange‘ :

Commission, I have made a study of the practices and procedures (mcludmg tests of
- compliance with such practices and procedures) followed by Investment Professionals, ‘

Inc. that I considered relevant to the objectives stated in Rule 17a-5(g), (1) in making the
periodic computation of aggregate indebtedness and net capital under Rule 17a-3(11) and

- (2) procedures for determining comphance ‘with exemptive provisions of Rule 15¢3-3. T

- did not review the practices and procedures followed by the Company (1) in making the
quarterly securities examinations, counts, verifications and comparisons, and the

- recordation of differences required- by Rule 17a-13; (2) in complying with the

- requirements for prompt payment for securities under Section 8 of Regulation T of the
Board of Governors of the Federal Reserve System; and, (3) in obtaining and maintaining -’
physical possession or control of all fully paid and excess margin securities of customers -
as required by Rule 15¢3-3 because the Company does not carry security accounts for

~ customers or perform custodial functrons relatmg to customer securities. o

- The management of the Company is respon51b1e for estabhshmg and mamtammg an .
internal control structure and the practices  and procedures referred to in the preceding
paragraph. In fulfilling this responsibility, estimates and judgments by management are
required to assess, the expected benefits and related costs of internal control structure
policies and procedures and of the practices and procedures referred to in the preceding
paragraph and to assess whether those practices and procedures can be expected to
achieve the Commission’s above-mentioned objectives. Two of the objectives of an

 internal control structure and the practices and procedures are to provide management
“with reasonable, but not absolute, assurance that assets for which the Company. has .
responsibility are safe- guarded against loss from unauthorized use or disposition and that .
transactions are executed in accordance with management s authorization and recorded

.properly to permit preparation of financial statement in conformity with generally
.accepted accounting principles. Rule 17a-5(g) lists addltlonal objectives-of the practices
and procedures listed in the precedlng paragraph

: : . 13 :
PO Box 85078 - San Antonio, Texas 78285 50768 - [210] 545 3075, - FAX [210] 485-8081




R. D. Harrison, CPA
Certified Public Accountart

' Because of mherent hmrtatlons in any internal control structure of the practices and -
procedures referred to above, errors or 1rregularlt1es may occur - and not be detected. '
Also, projection of any evaluation of them to future periods is subject to the risk that they
may becomé inadequate because of changes in condmons or that the effectiveness of
‘their design and operatron may’ detenorate ; S

My con51derat10n of the mternal control structure would not necessanly disclose all L
 matters in the internal control structure. that might ‘be material weaknesses under
" standards established by the American Institute of Certlﬁed Public Accountants. A
material weakness is a condition in which the design or operation of the specific internal
~control structure element does not reduce to a relatively low level the risk that errors or
irregularities in amounts that would be material in relation to the financial statements
being audited may occur and not be detected within a timely period by employees in the
~ normal course of performing their assigned functions. However, 1 noted no matters.-

| mvolvmg the internal control structure, including procedures for determining compliance -

with the exemption provisions of Rule 15c3 3 that I consider to be material weaknesses

as deﬁned above. :

I understand that practlces and procedures that accomphsh the objectrves referred to in
the second paragraph of this report are considered by the Commission to be adequate for - -

- its purposes in accordance with the Securities Exchange Act of 1934 and related -
- regulations, and that practices and procedures that do not accomplish such objectives in

all material respects indicate a material inadequacy for such purposes. Based on this
understanding and on my study, I believe that the Company’s practices and procedures
were adequate at December 31, 2004 to meet the Commission’s obJectlves

This repor’t is mtended solely for the use of ma.nagement the Securmes and Exchange
Commission and the National Association of Securities Dealers, Inc., -and other

regulatory agencies which rely on Rule 17a-5(g) under: the Securmes Exchange Act of
1934 and should not be used for any other purpose : :

/?2364««»&/

- R.D. Harnson CPA

: February 18,2005
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